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Dear Appl ican t  : 

We have c o n s i d e r e d  your  a p p l i c a t i o n  f o r  r e c o g n i t i o n  a£ exemption 
from Federa l  income Tax under  se:tion 5 0 9 ( c ) ( 4 )  of t h e  I n t e r n a l  
Revenue Code of 1986. 

The i n f o r m a t i o n  s u b m i t t e d  shows t h a t  you were i n c o r p o r a t e d  a s  a 
n o n p r o f i t  o r g a n i z a t i o n  i n  t h e  s t a t e  of * * * * *   on ******  **  * * * * .  
Your purposes  as s t a t e d  i n  your a r t i c l e s  of  i n c o r p o r a t i o n  a r e  t o  
p rov ide  an  e n t i t y  t o  which can be  and w i l l  be de . legated  and 
a s s i g n e d  t h e  powers n e c e s s a r y  and p roper  t o  m a i n t a i n  and a d m i n i s t e r  
common p r o p e r t i e s  and f a c i l i t i e s  of t h e  * * * * * * *   r e s i d e a t i a l  
s u b d i v i s i o n  development which h a s  been deve loped  and is  be ing  
deve loped  on real p r o p e r t y  l o c a t e d  i n  ****** ******  * * * * *   and 
f u r t h e r  t o  a d m i n i s t e r  and e n f o r c e  t h e  p r o v i s i o n s  of t h e  D e c l a r a t i o n  
of  Covenants ,  Conditions and R e s t r i c t i o n s  for * * * * * * *  .  

Your a c t i v i t i e s  c o n s i s t  of co l1ec t : ing  annual  dues  from members f o r  
t h e  purpose  o f  h i r i n g  c o n t r a c t o r s  t o  l a n d s c a p e ,  m a i n t a i n  t h e  
e n t r a n c e  of t h e  s u b d i v i s i o n  and enforce  r e s t r i c t i v e  c ~ v ~ e n a n t s  . Lot 
** c c n t a i n s  a l a k e  owned by the  C i t y ,  and Lot * *  d h i c h  you own 
c o n t a ~ n s  a f i s h i n g  p i e r  and two p i c n i c  t a b l e s .  T h i s  a r e a  i s  n o t  
open f o r  use by t h e  g e n e r a l  p u b l i c .  Res idence  a r e  a l lowed t o  use 
t h e  f a c i l i t y  f r e e  of cha rge ;  however, t h e  a r e a  i s  locked t o  p r e v e n t  
the use  by the g e n e r a l  p u b l i c .  Membership i n  t h e  a s s o c i a t i o n  is 
v o l u n t a r y ,  The s u b d i v i s i o n  c o n s i s t s  of * *  l o t s  of which ** a r e  
members, 

S e c t i o n  501(c)(4) of t h e  Code p rov ides  for t h e  exemption of c i v i c  
l e a g u e s  o r  o r g a n i z a t i o n s  no t  organized  f o r  p r o f i t  and o p e r a t e d  
e x c 1 , u s i v e l y  f o r  t h e  promotion of s o c i a l  w e l f a r e .  

S e c t i o n  1.501(c) ( 4 ) - l ( a ) ( 2 ) ( i )  of t h e  Income T a x  R e g u l a t i o n s  
p rov ides  t h a t  an,  o r g a r ~ i z a t i o n  i s  operated e x c l u s i v e l y  f o r  t h e  



***************************************. 

promofion of social welfare if it is primarily engaged in promoting 
in some way the common and general welfare of the people of the 
community. 

Revenue Ruling 72-102, 1972-1 C.B. 149 held that a nonprofit 
organization formed to preserve the appearance of a housing 
development and to mai~tain streets, sidewalks, and common areas 
for use of the residents is exempt under section 501(c)(4) a£ the 
Code. 

Revenue Ruling 74-99, 1974-7, C.B. 131, modified Revenue Ruling 72- 
102 and required that for a omeowner's association to qualify for 
exemption under section 5 0 1 ( c , ' ( 4 )  of the Code it must: 1) serve a 
commullity bearing a reasonable recognizable relationship to an area 
ordinarily identified as a governmental subdivision or unit or 
district thereof, 2) not conduct activities directed to the 
exterior maintenance of private residence, and 3) make corrmon areas 
or facilities available for the use and enjoyment of t h e  general 
public. It is stated that while an exact delineation of the 
boundaries of a "community" contemplated by section 501(c)(4) is 
not possible, the term as used in that section has traditionally 
been construed as having reference to a geographical u n i t  bearing 
a reasonable E-ecognizable relationship to an area ordinarily 
identified as a governmental subdivision or unit or district 
thereof. Further, it is clarified that Rev. Rul 72 -102  was 
intendea on1 y to approve ownership and maintenance by a homeowners' 
association of such areas as roadways and parklands, sidcwal ks, and 
streetlights, which access to, or for which the use and enjoyment 
of, is intended for members of the general public, as distinguished 
from controlled use or access restricted to members of the 
homeowners association. 

Revenue Ruling 73-306, 1973-2, C.B. 185 held that a nonprofit 
organization that promotes the private benefit of iti+members was 
not prirnari.1 y engas ed in activities for the common goo&kand general 
welfare of the people of the community. 

Your membership is limited to property owners and residents of the 
********** subdivision; your common areas are not open for use and 
enjoyment of the general public; the organization has a provision 
to enforce restrictive covenants; and you do not serve a community 
hearing a reasonable and recognizable relationship to an area 
ordinarily identified as a government unit; therefore, you are 
organized and operated for the benefit of your individual members. 
While access to your subdivision is not physically barred to non- 
resident.~, it does not provide the public thoroughfares and access 
to common area is barred by a locked gate. The public benefit, if 
any, provided by your organization is insubstantial compared with 



* * * * * * * *  *********** * * * * * * * * * *  * *  .  

t h e  p r i v a t e  b e n e f i t  a f f o r d e d  your  members; t h e r e f o r e ,  you d o  n o t  
q u a l i f y  f o r  exempt s t a t u s  under  s e c t i o n  501(c)(4) of t h e .  Code o r  
under  a a y  r - e l a t e d  paragraph of t h e  s e c t i o n  5 0 1 ( c ) .  

S i n c e  your  o r g a n i z a t i o n  js n o t  exempt ,  you a r e  r e q u i r e d  t o  f i l e  
F e d e r a l  income t a x  r e t u r n s  on Form 1 1 2 0 .  However, you may make an  
e l e c t i o n  under  s e c t i o n  528 o f  the  I n t e r n a l  Revenue Code t o  app ly  t o  
you a s  a homeowners' a s s o c i a t i o n .  The e l e c t i o n  is made by f i l i n g  
Form 1120-H a n n u a l l y .  

I f  you n o t  a g r e e  w i t h  our proposed  d e n i a l ,  we recommend t h a t  you 
r e q u e s t  a c o n f e r e n c e  wi th  a member of t h e  Regional  D i r e c t o r  of 
Appeals  S t a f f .  Your r e q u e s t  f o r  a c o n f e r e n c e  s h o u l d  i n c l u d e  a  
w r i t t e n  appeal  s i g n e d  by an a u t h o r i z e d  o f f i c e r  g i v i n g  t h e  f a c t s ,  
law and any  o t h e r  p e r t i n e n t  i n f o r m a t i o n  t o  s u p p o r t  your  p o s i t i o n  as  
e x p l a i n e d  i n  t h e  enc losed  P u b l i c a t i o n  8 9 2 .  I f  you a r e  t o  be 
r e p r e s e n t e d  by someone who i s  n o t  o n e  of your  a u t h o r i z e d  o f f i c e r s ,  
h e / s h e  w i l l  need t o  f i l e  a  power of a t t o r n e y  o r  t a x  i n f o r m a t i o n  . 
a u t h o r i z a t i o n  and be q u a l i f i e d  t o  p r a c t i c e  b e f o r e  t h e  I n t e r n a l  
Revenue S e r v i c e  a s  provided i n  T r e a s u r y  Department-, C i r c u l a r  No. 
230 .  The con£ e r e n c e  may be he ld  a t  t h e  Regional  O f  £ i c e  o r ,  i f  you 
r e q u e s t ,  a t  any m u t u a l l y  conven ien t  D i s t r i c t  O f f i c e .  

I f  w e  have  n o t  r e c e i v e d  an appeal  w i t h i n  30 d a y s ,  t h i s  w i l l  become 
our  f i n a l  d e t e r m i n a t i o n  l e t t e r .  

i . - .  ..' Sincer&lypo~~,~-T.:. .-- . .  . 
. ---. ._-_ I.... -.--* ,.....,_ ----... -_.. ...___ - .- ---. . , -.' 
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